
($ unless noted otherwise)

No Fuel Adjustment Clause

Base Case
Change from

Base Case

Revenue
Sales (kWh) 1429 1.00% 1443
Price ($/kWh) 0.07 0.00% 0.07

Total Revenue 100.00 101.00

Cost
Nonfuel O&M 25.40 0.89% 25.63
Fuel 33.30 0.57% 33.49
Depreciation 9.70 0.00% 9.70
Interest

Total Costs (before taxes)
8.60

77.00
0.00% 8.60

77.42

Gross Income
Taxes

23.00
13.00

23.58
13.23

Net Income 10.00 10.35

ROE (%) 12.00 12.42

Profit Margin 10.0% 10.3%
Variable Cost / Total Costs 58.7% 71.6%
Marg. Variable / Avg. Variable
Cost

90.7%

• Marginal income tax rate = 40%
• Profit Margin = Net Income / Total Revenue
• Variable Cost = Nonfuel O&M + Fuel + Taxes
• Marginal Variable Cost = Change in Variable Cost divided by Change in Sales
• Average Variable Cost = Base Case Variable Cost divided by Base Case Sales

Table 1.  Profitability of 1% sales increase without decoupling - examples



A B C D E F G H I
Expected

Price
$/kWh

Expected
Sales
kWh

Authorized
Rev

$
Price

$/kWh

Collected
Sales
kWh

Revenue
$

Reported
Revenue

$
+/-
$

Balance
Account

$ 

GRC 1 Yr 1 0.100 1000 100.00 0.100 1100 110.00 100.00 10.00 (10.00)

Yr 2 0.100 1000 100.00 0.090 990 89.10 100.00 (10.90) 0.90 

GRC 2 Yr 3 0.110 1010 111.10 0.111 1010 112.00 111.10 0.90 0.00

Table 2.  Basic RAM example



Decouples Revenue 
From Sales

Authorized Between-Rate-
Case Revenue Adjustments Fuel Adjustment Clause

Traditional Ratemaking No  Limited attrition, in a few
states

Yes, in most states

California's ERAM Yes Detailed attrition procedures Yes

New York's RDM Yes Broad attrition procedures Yes

Maine's RPC Yes # of customers Yes

Washington's RPC Yes # of customers Yes, reintroduced with
RPC

Table 3.  Comparison of ratemaking approaches



PG&E SCE SDG&E

Rev.
Req.
(%)

Rates
w/

ERAM
(%)

Rates
w/o

ERAM
(%)

Rev.
Req.
(%)

Rates
w/

ERAM
(%)

Rates
w/o

ERAM
(%)

Rev.
Req.
(%)

Rates
w/

ERAM
(%)

Rates
w/o

ERAM
(%)

1983 2.0 4.0 1.7 7.3 8.4 7.2
1984 5.3 0.4 3.8 -4.4 -3.5 -4.0 4.0 -1.7 -2.7
1985 24.3 22.1 26.9 21.8 9.6 11.7 -7.9 -10.5 -3.7
1986 -5.6 -2.4 -4.3 2.5 -0.2 -2.3 15.2 10.1 8.3
1987 7.6 -7.9 -10.0 18.1 15.1 16.1 -2.2 -7.3 -18.3
1988 0.7 4.8 -0.2 -9.2 -11.5 -10.0 -2.9 -9.9 2.1
1989 15.9 9.4 13.7 15.5 12.6 10.2 -8.8 -10.7 -11.4
1990 7.7 7.1 12.5 4.8 3.0 5.1 12.4 3.1 -1.7
1991 14.8 11.7 7.8 12.7 6.9 3.4 7.9 4.0 5.8
1992 2.2 1.5 -1.9 2.4 2.5 3.1 -0.8 -0.3 -1.7
1993 3.5 3.0 3.0 -4.6 -2.8 -0.9
Mean 7.1 4.9 4.8 6.0 3.2 3.2 2.4 -1.5 -1.6
Std. Dev. 8.0 7.5 9.6 10.1 7.7 7.5 7.8 7.4 7.9

Table 4.  Annual percent changes in revenue requirement and retail rates


